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OATH OR AFFIRMATION

I, Hector Santiago

, swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Julius Baer Securities Inc.

of February 28 ,20_05%

, as
, are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

7
—— VA

Signature
No. 01MO0064485
c.nm%“.?i"&‘.é"u'."m ~ Managing Direct
anagin rector
Expires Sept. 24 gLng

%ﬂw o W\@Qw | -

Notary Public

This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition. Cash flows

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

1 (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
4 (g) Computation of Net Capital.

4 (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15c3 3.
4 (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

J (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

] (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

ai (I) An Oath or Affirmation.
1 (m) A copy of the SIPC Supplemental Report.

] (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

¥For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PricewaterhouseCoopers LLP
PricewaterhouseCoopers Center
300 Madison Avenue

New York NY 10017

Telephone (646) 471 3000
Facsimile (813) 286 6000

Report of Independent Auditors

To the Board of Directors and Stockholder of
Julius Baer Securities Inc.

In our opinion, the accompanying consolidated statement of financial condition presents fairly, in all
material respects, the financial position of Julius Baer Securities Inc. and its subsidiary (“the Company™)
at December 31, 2004, in conformity with accounting principles generally accepted in the United States
of America. This financial statement is the responsibility of the Company’s management; our
responsibility is to express an opinion on this financial statement based on our audit. We conducted our
audit of this statement in accordance with auditing standards generally accepted in the United States of
America, which require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statement is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 2 to the financial statements, the Company changed its method of recognizing
investment management fees and commissions in 2004,

February 28, 2005
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Assets
Cash and cash equivalents $30,148,500
Cash and securities segregated under federal regulations 9,999,200
Securities owned, at fair value 26,770,600
Securities borrowed 1,825,000
Receivable from brokers, dealers, and clearing organizations 16,100
Fail to deliver 269,500
Accrued fees receivable 26,721,400
Other assets 3,382,000
Total assets $ 99,132,300
Liabilities and Stockholder’s Equity
Securities sold, not yet purchased $ 442,400
Payable to brokers, dealers, and clearing organizations 5,900
Fail to receive 356,500
Payable to customers 2,877,700
Accrued compensation and benefits 29,575,600
Accounts payable and accrued expenses 14,032,400
Income taxes payable 10,643,300
Other liabilities 1,194,700
Total liabilities 59,128,500
Commitments and contingencies (Note 6)
Stockholder’s equity 40,003,800

Total liabilities and stockholder’s equity

§$ 99,132,300




Julius Baer Securities Inc.
(A wholly owned subsidiary of Julius Baer Holding Ltd.)
Notes to Consolidated Statement of Financial Condition

December 31, 2004

1. Organization and business

Julius Baer Securities Inc. (the “Company”, “JBS”) is a registered broker and dealer under the
Securities Exchange Act of 1934 and a registered futures commission merchant under the
Commodity Exchange Act. The Company is a wholly owned subsidiary of Julius Baer Hold-
ing Ltd.

The Company executes and clears securities transactions for its customers, including the cus-
tomers of Bank Julius Baer—New York Branch, a related party (the “Branch”). All futures
transactions are introduced to and cleared through a registered futures commission merchant.
In December, 2004, the Branch announced its intent to sell its private banking business. The
effect of such a sale on the Company has not been determined. There is no intent to discon-
tinue the operations of the Company in the next year.

The Company’s wholly owned subsidiary, Julius Baer Investment Management LL.C
(“JBIM”, formerly Julius Baer Investment Management Inc.), isan investment adviser and
portfolio manager. JBIM’s business consists primarily of managing and advising registered
mutual funds and investment accounts investing in the international securities markets.

The Company has an agreement with an unrelated party regarding its foreign brokerage activi-
ties. Under the agreement, the Company pays to this party any profits from this activity, after
application of direct costs and an agreed-upon level of indirect costs. The third party reim-
burses the Company for any losses, computed under the same formula.

2. Significant accounting policies

The consolidated financial statements include the accounts of JBS and its wholly owned sub-
sidiary, JBIM. All material intercompany balances have been eliminated in consolidation. In
May, 2004, JBIM converted from a corporate to a membership structure.

The Company considers money market instruments with remaining maturities of less than
ninety days at acquisition to be cash equivalents.

Securities owned are recorded at their fair values.

The fair values of other financial assets and liabilities (consisting primarily of receivables
from and payables to brokers and dealers, clearing organizations, and customers, securities
borrowed, and fails to deliver and receive) are considered to approximate their carrying
amounts because they have limited counterparty credit risk, are short-term, replaceable on
demand, or bear interest at market rates.

Assets and liabilities denominated in foreign currencies are translated at rates prevailing at the
reporting date.

Principal and agency securities transactions are recorded on settlement date. Commission
revenue and expenses and floor brokerage expenses are recorded on settlement date. The dif-



Julius Baer Securities Inc.
(A wholly owned subsidiary of Julius Baer Holding Lid.)

Notes to Consolidated Statement of Financial Condition
December 31, 2004

ference between trade date and settlement date accounting is not material to the financial
statements.

Investment management fees are recognized over the period that the related service is pro-
vided. Prior to 2004, the Company recognized certain of these fees and related sales commis-
sions on the cash basis, which approximated the recognition of such fees and expenses on the
accrual basis. During 2004, the Company changed its method of recognition to the accrual ba-
sis. As a result of this change, in the year of the change (2004), the Company recognized one
additional month of such fees and expenses. The net effect of these changes was to increase
stockholder’s equity by $1.3 million. These changes had no effect on the Company s regula-
tory net capital.

Deferred compensation is recorded when the employees vest.

Deferred assets and liabilities are recorded for the expected future tax consequences of tempo-
rary differences between the carrying amounts and tax bases of assets and liabilities.

The preparation of financial statements in conformity with accounting principles generally ac-
cepted in the United States of America requires management to make estimates and assump-
tions that affect the reported amounts of assets and liabilities and disclosure of contingent as-
sets and liabilities at the date of the financial statements. Actual results could differ from those
estimates.

3. Customer activity and credit risk

In the normal course of its business, the Company is engaged in securities brokerage activities,
primarily with the Branch, for the Branch’s customers. These activities expose the Company
to credit risk. The Company’s activity with the Branch is settled contractually, while settle-
ment with other counterparties is on an actual basis. The Company is therefore exposed to risk
of loss on such transactions in the event a counterparty is unable to meet the terms of its con-
tracts. In such a case, the Company would look to the value of the securities underlying the
contracts. The Company could suffer a loss if the value realized from the disposition of such
securities were insufficient to satisfy the contractual amount of the transaction. This risk exists
for all counterparties until contractual settlement date, and for counterparties that do not settle
contractually until actual settlement date.

The Company seeks to control this risk by monitoring the credit standing of each counterparty
and customer with whom it conducts business.

The Company also clears futures transactions through a futures commission merchant (the
“FCM”) on a fully disclosed basis. Pursuant to the terms of the agreement between the Com-
pany and the FCM, the FCM has the right to charge the Company for losses that result from a
counterparty’s failure to fulfill its contractual obligations. As the right to charge the Company
has no maximum amount and applies to all trades executed through the FCM, there is no
maximum amount assignable to this right. At December 31, 2004, the Company has recorded
no liability for this right, as the Company believes it is unlikely it will have to make material
payments associated with this contractual obligation.
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4. Related party activity

The Company engages in transactions with affiliates as a significant part of its business. Com-
pensation for and expenses of these transactions are governed by agreements among the par-

ties. These transactions include:

The Company earns investment management fees for advising Julius Baer-branded funds.
The Company executes and settles securities transactions for affiliates.

The Company participates in defined contribution retirement plans sponsored and admin-
istered by the Branch.

The Company is allocated expenses for clearing, occupancy (including rent and deprecia-
tion), information technology and system support costs (including depreciation and im-
pairment and IT consulting costs), administration, and management, under the terms of a
service level agreement with the Branch.

The Company pays its parent fees for management and licensing under the terms of a ser-
vice level agreement.

An affiliate provided certain services to JBIM’s London office through June, 2004. JBIM
also leased (until June, 2004) office space in London from the affiliate under an operating
lease.

The Company has a revolving credit agreement for $38 million with the Branch. The
agreement provides for interest on outstanding borrowings at the London Interbank Offer-
ing Rate. There were no borrowings outstanding at December 31, 2004.

The Company has a revolving subordinated credit agreement for $10 million with Bank
Julius Baer. The agreement provides for interest on outstanding borrowings to be deter-
mined as of the date of the borrowing. There were no borrowings during 2004,

At December 31, 2004, amounts due to or from affiliates were as follows:
Due from affiliates
Cash and cash equivalents $ 5,696,200

Receivable from brokers, dealers, and clearing organizations 10,300

Due to affiliates

Payable to customers 2,877,700
Accounts payable and accrued expenses 11,832,700
Other liabilities 853,400

The Company’s cash equivalents and certain of its securities are held in custody by the

Branch.
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5. Securities owned and securities sold, not yet purchased

At December 31, 2004, securities owned and sold, not yet purchased consisted of the follow-

ing:

Securities Securities sold, not
owned _yet purchased

US government and agency obligations $ 26,198,900

Corporate obligations 105,700
Equities and warrants 271,800 $ 442,400

Other securities 194,200
$ 26,770,600 $ 442,400

Securities sold, not yet purchased subject the Company to risk of loss if the market value of
the security should rise, and this risk is not limited.

6. Commitments and contingencies

Certain employees of JBIM have employment agreements with JBIM and the Company.
These agreements provide for annual and deferred compensation. Deferred compensation to-
taled $97 million at December 31, 2004. This amount vests over a ten year period. The total
amount of deferred compensation is adjusted annually based on factors which include JBIM’s
profitability. Certain defined events may cause the deferred compensation to become fully
vested prior to the ten-year vesting period.

7. Income taxes

The Company computes its taxes on the net income of JBS as well as its membership share of
the net income of JBIM. A deferred tax asset of $2.3 million at December 31, 2004 results
from temporary differences, which relate primarily to deferred compensation. No valuation al-
lowance has been provided for the deferred tax asset, since it is more likely than not that it will
be realized. The deferred tax asset is included in Other assets in the consolidated statement of
financial condition.

8. Regulatory

As a registered broker and dealer in securities and a futures commission merchant, the Com-
pany is subject to the rules and regulations of the Securities and Exchange Commission
(“SEC”) and the Commodity Futures Trading Commission (“CFTC”). To comply with the
SEC’s customer protection rule (Rule 15(c)3-3), $4 million in cash and $6 million of U.S.
Treasury securities have been segregated in a special reserve account for the exclusive benefit
of customers.

The Company is required to maintain minimum net capital (which it computes on a consoli-
dated basis) to meet the requirements of the SEC’s Uniform Net Capital Rule (Rule 15(c)3-1,
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the “SEC Rule”) or CFTC Regulation 1.17 (the “CFTC Rule”), whichever is greater. At De-
cember 31, 2004, the Company had consolidated net capital of $8.6 million, which was $4.9
million in excess of required net capital (computed using the SEC Rule) of $3.7 million. The
Company’s ratio of aggregate indebtedness to net capital was 6.48 to 1.

As permitted by the SEC Rule, the Company computes its net capital on a consolidated basis.
The Company’s subsidiary had assets and liabilities as follows at December 31, 2004:

Assets Liabilities

Cash $ 28,891,800 Accrued expenses $ 29,298,300
Securities owned 24,293,300 Other liabilities 6,821,800
Accrued fees receivable 23,185,000

Other assets 188,700

The effect of computing net capital on a consolidated basis at December 31, 2004 was to in-
crease the Company’s net capital by approximately $19 million.

The Company has a revolving subordinated credit agreement for $10 million with Bank Julius
Baer. The agreement has been approved by the Company’s self-regulatory organizations, the
National Association of Securities Dealers and the National Futures Association, to be counted
as “capital” in computing the Company’s net capital under the SEC Rule and the CFTC Rule.
Any borrowings under the agreement could not be repaid if such repayment would cause the
Company to fail to maintain minimum regulatory capital.



